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STATEMENT ON RESPONSIBILITY FOR FINANCIAL STATEMENTS

We acknowledge our responsibility for the preparation and presentation of the financial statements for the year 2020
in accordance with the International Financial Reporting Standards applied in the European Union and Croatian
Accounting Act to give a true and fair view of financial performance and financial results of the Company for the year.

Based on the research conducted, the Management Board reasonably assumes that the Company has got adequate
funds to continue with its operations for the foreseeable future. We have, therefore, made the financial statements
under the assumption that the Company shall continue to operate indefinitely.

In the preparation of financial statements, the Management Board acknowledges their responsibility for:
e the implementation and consistent application of the appropriate accounting policies;
e  giving reasonable and conservative estimates;

e the fair presentation of the financial statements in accordance with applicable financial reporting standards,
disclosure and interpretation of any significant deviation in the financial statements;

e producing the financial statements under the assumption of the continuity of business for an indefinite
period, unless it is inappropriate to assume that the Company shall continue running its business activities.

We acknowledge our responsibility for keeping proper and accurate accounting records, which shall at any time reflect
the financial results and business performance of the Company with acceptable accuracy and precision as well as their
compliance with the International Financial Reporting Standards and Accounting Act in force in the Republic of Croatia.

We, also, acknowledge our responsibility for taking care of the Company's assets and for undertaking reasonable
measures for preventing and revealing embezzlements and other irregularities.

The financial statements have been approved by the Management Board on 20 April 2021.

Sandra Uzelac
Member of the Management Board
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NON-CONSOLIDATED COMPREHENSIVE INCOME STATEMENT
AS AT 31 DECEMBER 2020

HRK

OPERATING REVENUES 319.629.741 305.199.981
Revenues from sales 4 295.915.757 264.539.641
Other operating revenues 5 23.713.984 40.660.340
OPERATING EXPENSES 296.180.068 262.415.109
Changes in inventories of finished goods and work in progress 2.939.618 -
Material expenses 6 195.577.990 160.663.131
Employee expenses 7 63.155.567 60.728.401
Depreciation 8 21.224.878 31.453.597
Value adjustments 9 1.143.900 10.952
Provisions 10 1.607.356 1.202.687
Other expenses 11 9.497.380 7.840.653
Other operating expenses 1 1.033.379 515.688
EBIT 23.449.673 42.784.872
NET FINANCIAL (EXPENSES) / INCOME (2.107.852) (1.034.779)
Financial income 12 179.898 712.435
Financial expenses 12 2.287.750 1.747.214
PROFIT/(LOSS) FROM OPERATING REVENUES BEFORE TAX 21.341.821 41.750.093
PROFIT TAX 13 504.065 6.551.087
PROFIT / (LOSS) FOR THE YEAR 13,14 20.837.756 35.199.006
Earnings per share (HRK) 1,30 2,20
NET PROFIT / (LOSS) FOR THE YEAR 20.837.756 35.199.006
Profit/loss after revaluation of financial assets held for sale (66.356) 147.694
Deferred tax assets 417 (44.936)
COMPREHENSIVE INCOME / (LOSS) FOR THE YEAR 20.771.817 35.301.764
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NON-CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2020

HRK
- |we | s

ASSETS

Fixed assets

Intangible Assets 15
Buildings, plants and equipment 15
Investment in real-estate 15
Investments in subsidiaries 16
!:inancial e?ssets measured a.t. fair value through other comprehensive 17
income — investment securities

Financial assets measured at amortized cost - deposits 18
Deferred tax assets

Short-term assets

Inventories 19
Financial assets measured at amortized cost 18
Trade and other receivables 20
Money in bank and cash in register 21
Assets held for sale 15
Total Assets

EQUITY AND LIABILITIES

Equity and reserves 22
Share capital 22
Reserves

Retained profit/loss 22
Long-term liabilities

Debentures with interest charge 23
Provisions 26
Deferred tax liability

Other long-term liabilities 27
Short-term liabilities

Debentures with interest charge 23
Profit tax payable 13
Trade and other payables 24
Provisions 26

Total Liabilities
Total Equity and Liabilities

286.213.589
5.477.339
270.765.295

778.259
290.422

8.378.261
524.013

132.142.746
14.925.987
76.318
100.514.363
14.618.842
2.007.236

418.356.335

242.918.740
168.132.470
53.948.514
20.837.756

42.815.223
29.175.819
1.405.998

12.233.406

132.622.372
33.267.346
232.818
97.589.510
1.532.698

175.437.595
418.356.335

286.918.691
5.336.969
270.475.162
2.007.236
15.000

110.112

8.482.011
492.201

102.064.470
14.661.908
51.863.469
35.539.093

388.983.161

281.238.814
168.132.470
77.907.338
35.199.006

33.672.413
22.953.539
837.528
13.124
9.868.222

74.071.934
23.200.290
6.260.260
43.628.077
983.307

107.744.347
388.983.161
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NON-CONSOLIDATED CASH FLOW STATEMENT AS AT 31 DECEMBER 2020

HRK
I o8| 20w

CASH FLOW FROM OPERATING ACTIVITIES

Profit before taxation 13,14 21.341.821 41.750.093
Value adjustments in respect of:

Depreciation of real estates, facilities and equipment 21.224.878 31.453.597
Galn.s and Ilosses from sale and value adjustments in respect of tangible 5,15 682.792 (6.222)
and intangible assets, net

Gains and Ic?sses from sale, unrealized gains and value adjustments in 9 249127 132.086
respect of financial assets, net

Value adjustments in respect of inventories 9 225.068 -
Shortage, surplus and expense of material inventories, net 5,11 125.170 (7.716)
Income from interests and dividends 12 (179.898) (199.215)
Interest expenses 12 1.949.524 1.679.831
Provisions 5,10 813.844 (1.117.861)
Exchanges rate difference (unrealized) 12 (459.290) 641.239
Profit tax cost 13 (562.818) (6.551.087)
Increase in accrued revenues and costs 20,24 (480.048) 7.783.385
Profit from operating activities before changes in working capital 44.930.170 75.558.130
Decrease in inventories 2.684.148 2.307.357
(Decrease)/Increase in short-term receivables (30.832.644) 32.653.938
Decrease in liabilities (2.889.452) (43.344.716)
Profit tax paid (440.000) (514.226)
Interest pa|d (1869177) (644678)
CASH FLOW FROM OPERATING ACTIVITIES 11.583.045 66.015.805
INVESTING ACTIVITIES

Acquisition of real estates, facilities, equipment and intangible assets 15 (17.297.335) (BT )
Inflow from sale of fixed assets 5 38.905 6.222
Investment into financial assets 76.203 (110.111)
Inflow from interests 179.898 199.215
Inflow from dividends - =
Granted loans - -
Inflows on loans 53.893 76.318
CASH FLOW FROM INVESTING ACTIVITIES (16.948.436) (32.887.012)
FINANCIAL ACTIVITIES

Inflows from debentures with interest charge 32.569.219 2.145.451
Repayment of debentures with interest charge (22.956.557) (18.423.252)
Other cash inflows from financial activities 4.069.259
CASH FLOW FROM FINANCIAL ACTIVITIES 9.612.662 (12.208.542)
TOTAL (DECREASE) / INCREASE OF CASH FLOW ( I+1I+111) 4.247.271 20.920.251
CASH AND CASH EQUIVALENTS AS AT 1 JANUARY 10.371.571 14.618.842
CASH AND CASH EQUIVALENTS AS AT 31 DECEMBER 21 14.618.842 35.539.093
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NON-CONSOLIDATED STATEMENT ON CHANGES IN EQUITY

Reserves .
Legal Other Retained
for own .
reserves reserves profit/loss
shares

Share capital

Status as at 1 January 2019 168.132.470 8.406.624 12.540.000 (8.055.772) 62.136.199 (21.012.598) 222.146.923
Profit for the year - - - - - 20.837.756 20.837.756
Changes in reserves of the fair value

of financial instruments held for sale ) ) ) ) (65.939) ) (65.939)
;gtlag' enit e e e e o (65.939) 20.837.756  20.771.817
Redl'rected |n.to reserves per 2018 ) ) ) } (21.012.508) 21.012.598 )
profit allocation

Status as at 31 December 2019 168.132.470 8.406.624 12.540.000 (8.055.772) 41.057.662 20.837.756 242.918.740
Profit for the year - - - - - 35.199.006 35.199.006
Cha.nges.m .reserves of the fair value ) ) ) } 102.758 ) 102.758
of financial instruments held for sale

;g;‘;' LIS O A 102.758 35.199.006  35.301.764
Attribution of the capital of the ) ) ) ) 3.018.310 ) 3.018.310

subsidiary Viktor Servisi d.o.o.
Redirected into reserves per 2019
profit allocation

Status as at 31 December 2020 168.132.470 8.406.624  12.540.000 (8.055.772) 65.016.486 35.199.006 281.238.814

- - - - 20.837.756 (20.837.756) -
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

1. GENERAL INFORMATION

The joint-stock company “Brodogradiliste Viktor Lenac”, headquartered in Rijeka, Croatia at Martinscica bb,
(hereinafter referred to as the ,,Company”) has been registered under the Company’s Registration Number
040000358 in the register of the Commercial Court of Rijeka.

The share capital of the Company amounts to HRK 168,132,470 and is divided in:
e 15.988.060 registered ordinary shares in non-materialized form, each having a nominal value of HRK 10;
e 825.187 own shares, each having a nominal value of HRK 10.

According to the Notice on classification of legal entities by National classification of economic activities of the
Central Bureau of Statistics in Zagreb, the Company has been classified under the subclass number 3011 —
building of ships and floating vessels, having its registration number 03333710 and VAT number 27531244647.

The Company’s main activity is newbuilding, shiprepair and conversion and other services carried out onboard
ships and other floating vessels. The Company has been registered for other activities such as steel constructions,
organization, trade, engineering and other services.

The Company’s shares are listed on the regularly operating market of Zagreb stock exchange. The Company's LEI
code is 74780060BA4DPK8V1P23, the home member state is the Republic of Croatia, while the security code is
V-LEN.

On the day of 31 December 2020, the Company employed 364 employees (2019: 370 employees).

At the Extraordinary General Assembly held on January 15, 2020, new members of the Supervisory Board were
elected to replace Antonio Palumbo and Raffaele Palumbo who had resigned, Vittorio Carratl appointed
President of the Supervisory Board and Antonio Genarelli, who joined the former members of the Supervisory
Board, Francesco Ciaramella and Giorgio Filippi, who held their positions throughout 2020. The function of the
fifth member of the Supervisory Board, in the capacity of workers’ representative throughout 2020, was
performed by Zoran Kosuta.

In 2020, the Company’s Committee for Audit was composed of the following members: Francesco Ciaramella,
Vittorio Carratlu and Giorgio Filippi, appointed by the Company’s Supervisory Board.

In 2020, the Company's Supervisory Board established a Remuneration Committee and a Nominations
Committee both composed of the following members: Vittorio Carratl, Francesco Ciaramella and Antonio
Genarelli.

On the day of 31 December 2020, the Management Board was composed of the single member of the
Management Board, Sandra Uzelac.
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The Company had the following ownership structure as at 31 December 2020:

Number of | Percentage
Shareholder Shares | of Equity

1 PALUMBO GROUP S.P.A. (1/1) 8.354.563 49,69
2 INTERKAPITAL VRIJEDNOSNI PAPIRI D.0.0./ GUARDIANSHIP ACCOUNT 5.426.897 32,28
3 BRODOGRADILISTE VIKTOR LENAC D.D. (1/1) 825.187 4,91
4 JADROAGENT D.D. (1/1) 324.766 1,93
5 RAPIC MIRKO (1/1) / R.L.E. ZA POPRAVAK | PREINAKE METALNIH BRODOVA,

MIRKO RAPIC T.P. 105.211 0,63
6 RAZMAN ENES (1/1) 58.015 0,35
7 COLAK ZVONIMIR (1/1) 57.009 0,34
8 KERA IVANA (1/1) 51.755 0,31
9 KALCIC ELVIO (1/1) 47.127 0,28
10 Others 1.562.717 9,28

Total: 16.813.247 100,00

In accordance with the International Financial Reporting Standards and Croatian law, the Consolidated Financial
Statements of the Company and its subsidiary shall be published as a separate document. The Management
Board of the Company approved the Non-Consolidated Financial Statements for submission to the Supervisory
Board on 20 April 2021.

The Company's financial statements are prepared in Croatian as the official language. The financial statements
are also available to foreign stakeholders in English.

The accounting policies given below have been applied consistently for all periods presented in these financial
statements.

2. BASIC ACCOUNTING POLICIES

Basic accounting policies applied in preparation of the financial statements are as set forth below. These
accounting policies have been consistently applied for all periods included in these reports unless otherwise
stated.

2.1. STATEMENT ON COMPLIANCE AND BASICS OF REPORTING

Financial Statements for 2020 have been prepared in accordance with the law frame of the financial reporting
applicable in the Republic of Croatia and International Financial Reporting Standards applied in the European
Union.

The Non-Consolidated Financial Statements of the Company have been prepared using the basic accounting
assumption of the occurrence of an event, according to which the effects of transactions are recognized when
they occurred and are presented in the financial statements for the period to which they relate, and using the
basic accounting assumption of business continuity.

The Consolidated Financial Statements of the Shipyard “Viktor Lenac” d.d. and its subsidiary in which it has a
controlling interest (the “Group”) have been prepared in accordance with International Financial Reporting
Standards as adopted by the European Union ("IFRS") and have been published on April 20, 2021. For a better
understanding of the Group as a whole, users should read the Consolidated Financial Statements together with
these Non-Consolidated Financial Statements.
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Accounting policies applied in the preparation of the 2020 financial statements have not changed compared with
the previous year. The financial statements have been prepared by principle of historical cost, except for certain
financial instruments recorded as per fair value.

The Company’s financial statements have been prepared in Croatian Kuna (HRK) as measuring or reporting
currency.

According to IFRSs, all foreign currency receivables and liabilities as well as receivables and liabilities with foreign
currency clause have been adjusted to the midpoint exchange rates of the Croatian National Bank at 31
December 2020 as follows:

1 EUR =HRK 7,536898 (31 Dec 2019: 1 EUR = 7,442580 HRK)
1 USD = HRK 6,139039 (31 Dec 2019: 1 USD = 6,649911 HRK)
1 NOK =HRK0,716912 (31 Dec 2019: 1 NOK = 0,754336 HRK)
1 GBP = HRK 8,353910 (31 Dec 2019: 1 GBP = 8,724159 HRK)

2.2. STANDARDS AND INTERPRETATIONS THAT HAVE BEEN IN FORCE FOR THE CURRENT PERIOD
First application of new amendments to effective standards which are relevant for current reporting period

Standards, amendments to effective standards and clarifications issued by the International Accounting
Standards Board (IASB) and adopted by the European Union, effective in current reporting period are as follows:

e Amendments to IFRS 3 Business Combinations - Amendments to the definition of a business aimed at
resolving the difficulties that arise when an entity determines whether it has acquired a business or a group
of assets. The amendments are effective for business combinations for which the acquisition date is on or
after the beginning of the first annual reporting period beginning on or after January 1, 2020 and to asset
acquisitions that occur on or after the beginning of that period, early adoption permitted.

e Amendments to IAS 1 Presentation of Financial Statements and IAS 8 Accounting Policies, Changes in
Accounting Estimates of Errors - The definition of material is effective for annual periods beginning on or
after 1 January 2020, early adoption permitted. The amendments clarify the definition of material and its
application. The new definition states that "information is material if omitting, misstating or obscuring it could
reasonably be expected to influence the decisions that the primary users of general-purpose financial
statements make on the basis of those financial statements, which provide financial information about a
specific reporting entity." Additionally, the explanations of the accompanying definitions have been
improved. The amendments ensure that the definition of material is consistent across all IFRS Standards.

e Amendments to References to the Conceptual Framework in IFRS Standards — revision issued on 29 March
2018. The conceptual framework provides a comprehensive set of principles and concepts for financial
reporting, disclosure of standards, references to defining consistent accounting policies, and assistance in
understanding and interpreting standards. The Board issued a separate accompanying document,
Amendments to References to the Conceptual Framework for Financial Reporting, which sets out
amendments to the standards for the purpose of updating the references in the Conceptual Framework for
Financial Reporting. The objective of the accompanying document is to monitor and support the transition
to the amended Financial Reporting Conceptual Framework for companies that prepare their accounting
policies under the Financial Reporting Conceptual Framework, and when no IFRS standard is applicable to a
particular transaction. For companies that base their accounting policies on the Conceptual Framework for
Financial Reporting, it is effective for annual periods beginning on or after 1 January 2020.

¢ Interest Rate Benchmark Reform and Amendments to IFRS 9, IAS 39 and IFRS 7 effective for annual periods
beginning on or after 1 January 2020 and must be applied retrospectively, early adoption permitted. In
September 2019, the International Accounting Standards Board adopted amendments to IFRS 9, IAS 39 and
IFRS 7, thus completing the first phase of its work on the project of defining the effects of the Interbank
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Offered Rate (IBOR) reform on the financial reporting. The published Amendments address issues affecting
financial reporting in the period prior to the interest rate benchmark reform and address the implications of
specific hedge accounting requirements due to the progressive analysis required by IFRS 9 Financial
Instruments and IAS 39 Financial instruments: Recognition and measurement. The amendments provided
temporary relief applicable to all hedge accounting relationships directly affected by the interest rate
benchmark reform, allowing the application of hedge accounting to continue during the period of uncertainty
before replacing existing interest rates with a near risk-free alternative interest rate. Amendments to IFRS 7
Financial Instruments: Disclosures relating to additional disclosures of uncertainty arising from the interest
rate benchmark reform have also been adopted. The second phase will focus on issues that could affect
financial reporting when the existing interest rate is replaced by a risk-free interest rate (RFR).

The adoption of these amendments to existing standards and interpretations did not lead to material changes in
the Company's financial statements.

New standards and amendments to effective standards issued by IASB and not yet adopted in the European
Union

The following standards, amendments to standards and interpretations have been issued at the date of approval
of these financial statements but are not yet effective and have not been previously adopted:

. IFRS 17 Insurance Contracts is effective for annual periods beginning on or after 1 January 2021, earlier
adoption permitted if IFRS 15 Revenue from Contracts with Customers and IFRS 9 Financial Instruments
have already been adopted. IFRS 17 Insurance Contracts establishes the principles of recognition,
measurement, presentation and disclosure of insurance contracts. In addition, the standard requires the
application of similar principles to reinsurance contracts and investment contracts with discretionary
participation features. The objective of IFRS 17 is to ensure that an entity provides relevant information
that faithfully represents those contracts. Such information provides users of financial statements with a
basis for assessing the impact of insurance contracts, within the scope of the IFRS 17, on the financial
position, financial results and cash flows of the Company. The standard has not yet been adopted at EU
level and is not applicable to the Company.

. IFRS 17 Insurance Contracts (Amendments), IFRS 4: Insurance Contracts (Amendments) Amendments to
IFRS 17 are effective, retroactively, for annual periods beginning on or after 1 January 2023, earlier adoption
permitted. The amendments are aimed at assisting companies in implementing the standards. They are
specifically designed to reduce costs by simplifying certain standards requirements, facilitating the
explanation of financial results as well as facilitating the transition by postponing the application of the
standard until 2023 and providing additional reliefs to reduce the effort required to first apply IFRS 17.
Amendments to IFRS 4 introduce the option to defer the fixed expiry date providing entities with a
temporary exemption from application of IFRS 9 and would have to apply it from 1 January 2023.
Amendments to IFRS 17 have not yet been adopted at EU level and are not applicable to the Company.

. Amendments to IFRS 10 and IAS 28 - Sale or contribution of assets between an investor and its associate
or joint venture address inconsistencies between IFRS 10 and IAS 28 related to sale or contribution of assets
between an investor and its associate or joint venture. A full gain or loss should be recognized on the loss
of control of a business, regardless of whether that business is housed in a subsidiary or not. A partial gain
or loss is recognized in accounting for the loss of control of a subsidiary that does not constitute a business
as a result of a transaction between an investor and its associate or joint venture. In December 2015, the
Board deferred the date of application of these amendments indefinitely until the research project on the
equity method has been concluded. These amendments have not yet been adopted at EU level and the
Management Board anticipates that the adoption of these amendments will not have a significant impact
on the Company's financial statements.

. IAS 1 Presentation of Financial Statements: Classification of Liabilities as Current or Non-current
(Amendments) The amendments are effective for annual periods beginning on or after 1 January 2022,
earlier adoption permitted. However, in response to the COVID-19 pandemic, the Board deferred its
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application for one year or until 1 January 2023, to give companies more time to implement the
classification changes resulting from the amendments. The aim of the amendments is to encourage
consistency in the application of standard requirements by helping companies determine whether debts
and other liabilities with an uncertain settlement date should be classified in the statement of financial
position as current or non-current. The amendments affect the presentation of liabilities in the statement
of financial position, but do not change the existing requirements regarding the measurement or
recognition of assets, liabilities, income or expenses, or the information that the company discloses in the
notes related to these positions. In addition to the above, the amendments explain the requirements for
classification of liabilities that a company can settle by the issue of equity instruments. These amendments
have not yet been adopted at EU level, and the Management Board anticipates that their adoption will not
have a significant impact on the Company's financial statements.

IFRS 3 Business Combinations, IAS 16 Property, Plant and Equipment, IAS 37 Provisions, Contingent
Liabilities and Contingent Assets and the Annual Improvements to IFRS Standards 2018-2020
(Amendments) are effective for annual periods beginning on or after 1 January 2022 year, earlier adoption
permitted. The Board has issued amendments to IFRSs of limited scope as follows:

- IFRS 3 Business Combinations (Amendments) includes an updated reference to the Conceptual
Framework for Financial Reporting without changing the accounting requirements for business
combinations.

- IAS 16 Property, Plant and Equipment (Amendments) amends the standard to prohibit deducting from
the cost of an item of property, plant and equipment any proceeds from selling items produced while the
company is preparing the asset for its intended use. Instead, such sales revenue and related expenses
should be recognized in the income statement.

- IAS 37 Provisions, Contingent Liabilities and Contingent Assets (Amendments) specifies which costs to
include in estimating the cost of fulfilling a contract for the purpose of assessing whether that contract is
onerous.

- Annual improvements to IFRS Standards 2018-2020 include minor amendments to IFRS 1 First-time
Adoption of IFRS, IFRS 9 Financial Instruments, IAS 41 Agriculture and the illustrative examples
accompanying IAS 41 to IFRS 16 Leases. The amendments have not yet been adopted at the EU level, and
the Management Board anticipates that their adoption will not have a significant impact on the Company's
financial statements.

IFRS 16 Leases - Covid-19-Related Rent Concessions (Amendments) are applied retroactively for annual
periods beginning on or after 1 June 2020. Earlier adoption is permitted only in financial statements not yet
authorized for issue on May 28, 2020. The Board has issued amendments to IFRS 16 Leases to allow lessees
not to account for rent concessions as lease modifications if they are a direct consequence of COVID-19 and
meet certain conditions. The amendments introduce an optional practical expedient that simplifies how a
lessee accounts for rent concessions that are a direct consequence of COVID-19. A lessee that applies the
practical expedient is not required to assess whether eligible rent concessions are lease modifications, and
accounts for them in accordance with other applicable guidance. The practical expedient will only apply if:

- therevised consideration is substantially the same or less than the original consideration,

- thereduction in lease payments relates to payments due on or before 30 June 2021.

- no other substantive changes have been made to the terms of the lease.
This amendment did not have an impact on the Company's financial statements.

Interest rate benchmark reform - Phase 2 - IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 (Amendments)

In August 2020, the Board announced Phase 2 of the interest rate benchmark reform, amendments to IFRS
9, IAS 39, IFRS 7, IFRS 4 and IFRS 16, completing its work to respond to the Interbank Offered Rate (IBOR)
reform. The amendments should provide for temporary reliefs from the effects of financial reporting when
the interbank offered rate (IBOR) is replaced by an alternative near-risk-free interest rate (RFR). In
particular, the amendments provide a practical expedient to account for these changes in the basis for
determining the contractual cash flows of financial assets and liabilities, to allow the effective interest rate
to be adjusted to actual interest rate movements. Also, the amendments introduce reliefs from
discontinuation of hedge accounting including a temporary relief from having to meet the separately
identifiable requirement when an RFR instrument is designated as a hedge of a risk. Furthermore, the
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amendments to IFRS 4 are designed to enable insurers that still apply IAS 39 to receive the same benefits
as those provided for in the amendments to IFRS 9. Amendments to IFRS 7 Financial instruments are also
envisaged: Disclosures that enable users of financial statements understanding the effects of interest rate
benchmark reform on a company’s financial instruments and risk management strategy. The amendments
are effective for annual periods beginning on or after 1 January 2021, earlier adoption permitted. Although
the application is retroactive, the Company is not obliged to revise previous periods.

According to the Company's estimates, the application of these new standards and amendments to existing
standards would not have a significant material impact on the financial statements.

Hedge accounting for a portfolio hedge of a financial asset or financial liability whose principles have not been
adopted in the EU remains unregulated.

2.3. KEY ASSUMPTIONS, ESTIMATES AND UNCERTANITY IN PREPARING FINANCIAL STATEMENTS

In preparing Non-Consolidated Financial Statements, the Management Board used estimates, judgements and
assumptions which can affect accounting value of assets and liabilities of the Company, disclosure of potential
items on balance sheet date and disclosed revenues and expenses of the period then ended.

The following estimates were used, including, without limitation: calculation of depreciation and remaining value
of real-estate, plants, equipment and intangible assets, impairment estimates, value adjustments in respect of
inventories and doubtful receivables, provisions for employees’ salaries and wages, and litigations. More details
on accounting policies relative to these estimates can be found in other parts of this note as well as other notes
to the financial statements. The impact of future events cannot be anticipated with certainty. Accounting
estimates, therefore, call for judgements. Judgements made in preparing financial statements are subject to
changes due to new events, additional information, new experience or changes in business environment. Actual
results may differ from estimates.

The basic accounting policies applied in preparation of financial statements for the year 2020 are as set forth
below:

a) Revenues

Revenues are recognized upon reliable measurement of their amount and economic benefits for the Company,
and when they fulfil specific criteria for all activities of the Company.
Revenues from sales of goods and services are recognized if:

e The Company has a contract with a customer, written or verbal, which determines rights and
obligations, conditions and due dates, and there is a liable probability that the Company will collect
rightful recompense for negotiated obligation;

e The Company can determine its obligations based on contract with customer, i.e. obligations to transfer
goods or services, deferred, related or involved with other resources required to provide service to
customer;

e The Company can, based on a contract, determine or estimate selling price of the rightful transaction in
exchange for goods or services to customers, which price can be determined by contract, price list, past
doings or usual commercial practice;

e The price of the transaction can be separated for each contractual obligation, i.e. separate actions,
which can be determined in contract or reliably estimated using a price list, past doings or usual
commercial practice;

e The Company fulfilled its contractual obligation completely at a given time or partially in longer period,
where the Company meets its obligations in accordance with the contractual deadlines over a longer
period.

Revenues resulting from contractual obligations which are fulfilled during a period of time, are recognized to the
extent that they have been incurred, under following conditions:
e The cost of partial deliveries can be determined or reliably estimated;
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e The customer accepted goods or services and/or has control over accepted goods and services, or the
Company is improving customer’s assets while under the control of the customer; or
e The Company generated expenses of resources or inputs for delivered goods or services.

For measuring progress towards complete fulfilment of a performance obligation over time the Company can
use the following methods:
e  Output methods - based on direct measurement of the value to the customer of the goods or services
transferred to date relative to the remaining goods or services promised under the contract;
e Input methods - measuring progress based on costs generated to recognise revenue on a straight-line
basis if the entity’s efforts or inputs are spread evenly throughout the performance period;
e Combination of output and input methods to question and evaluate credibility of both methods for the
purpose of fair valuation of reported revenues.

Government grants are recognized in income for the period in which the related costs will be incurred, if:
e The terms of the grants have been met;
o ltis likely that the grants will be received.

Financial income includes interests on invested funds, positive exchange rate differences, revenues from
dividends and other financing revenues.

Revenues from interests are recognized on a time proportional basis, with regards to the real income on the
invested funds, pursuant to concluded contracts.

b) Expenses

The policy of expenses is managed in such a way that periodic accounting system determines expenses which
are applicable to recognition in the calculation of the financial result of the current year.

The recognition of expenses occurs if:

e Expenses result in decrease of funds or increase of liabilities that can be reliably measured;

e Expenses have direct relation to occurred costs and revenues;

e When it is expected to achieve revenues in multiple reporting periods, recognition of expenses is
performed by allocation on reporting periods;

e Expense is immediately recognized in the reporting period when outflow does not achieve future
economic benefit, and there are no conditions to be recognized as assets in the balance sheet;

e Expense is immediately recognized in the reporting period upon appearance of liability, and there are
no conditions to be recognized as an asset.

Losses that can be identified as expenses are reported as expenses. In that case losses should be related to
occurring revenues. Losses are covered with revenues of the reporting period.

Financial expenses include expenses for interests against loans, discounts from sales of securities and receivables
prior to their maturity, interests arising from delayed payments, negative exchange rate differences, losses from
sales of shares and business portions, as well as other financing expenses.

Financing expenses are recognized on time proportional basis, respectively in the period when they occurred.
Negative exchange rate differences are not capitalized but are included in the expenses of the period.

c) Financial result and profit tax

Profit/loss before taxation is determined in such way that the total accounting expenses are subtracted from the
total accounting revenues.
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Profit tax liability (current tax) is determined pursuant to valid regulations of Law on Profit Tax.

Deferred tax assets and deferred tax liabilities are recognized in case of changes of valuation of financial and
other assets of the Company, which have not produced profit or loss consequently creating temporary difference
between accounting profit and taxable profit. Deferred tax assets refer to tax losses carried forward, unused tax
benefits and deductible temporary differences, and are offset in subsequent tax periods when the conditions for
recognizing previously unrecognized unrealized losses are fulfilled or represent previously paid income taxes for
return in subsequent periods. Deferred tax liabilities refer to future profit tax liability on current not yet realised
profits.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it
is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be
recovered. Deferred tax assets are calculated at tax rates that are expected to apply in the period when the
liability is settled, or the asset is realised based on tax laws and rates that have been enacted or substantively
enacted at the reporting date.

The measurement of deferred tax liabilities and deferred tax assets reflects the tax consequences that would
follow from the manner in which the Company expects, at the end of the reporting period, to recover or settle
the carrying amount of its assets and liabilities.

Deferred tax assets and deferred tax liabilities are offset when there is a legally enforceable right to set off
current tax assets against current tax liabilities and when they relate to income taxes levied by the same taxation
authority to the Company or another taxpayer who intends to settle the current tax liability and assets on a net
basis.

d) Profit/loss after revaluation of financial assets measured at fair value through other comprehensive income

In the case of selling long-term financial assets measured at fair value through other comprehensive income, the
effects are recorded in profit/(loss) statement.

e) Fixed intangible assets

Fixed intangible assets comprise of non-monetary assets that are identifiable without physical substance. Fixed
intangible assets are recognized if they met the following conditions:
e Itis probable that the expected future economic benefits that are attributable to the asset will flow to
the entity;
e The cost of the asset can be measured reliably; and
e Its single acquisition value exceeds HRK 3,500.

If the criteria are not met, the costs are recorded as current period expenses.

After initial recognition, intangible asset is recorded based on its acquisition cost decreased for value adjustment
(accumulated depreciation) and for accumulated losses from impairment.

Intangible assets are excluded from the balance sheet in case of disposal or if there are no expected future
economic benefits from it. Gains or losses (difference between revenues from disposal and book value) arising
from disposal or withdrawal of intangible assets are recognized as revenues or expenses of the current period.

Intangible assets are depreciated as every single item by linear method against the rate of 5-25% annually.

Depreciation is recorded from the first day of the following month after the fixed intangible asset has been
activated.
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Depreciation for sold, given, or in any other way disposed or destroyed fixed intangible assets is recognized as
expense up to the end of month when the assets were still in use.

f) Fixed tangible assets

Fixed tangible assets comprise of property, plants and equipment which the Company:
e Owns and uses in business operations, general and common purposes or for rental to others;
e Acquires or builds with intention of continuous use;
e Does not sell through its basic operations and is expected that those assets will be in use for more than
one period.

Fixed tangible assets are recognized if the following conditions are fulfilled:
e Itis probable that the expected future economic benefits that are attributable to the asset will flow to
the Company;
e The cost of the asset can be measured reliably;
e Its single acquisition value exceeds HRK 3,500 and useful period of life exceeds one year.

Exceptionally, if the single value of the asset does not exceed HRK 3,500 and it is undoubtedly evaluated that its
useful period of life exceeds one year, it is considered as fixed tangible asset and is completely written-off as
expense of the current period.

Fixed tangible assets that do not exceed value of HRK 3,500 nor its useful period of life exceeds one year are
recorded as inventory and therefore are completely written-off upon activation.

Upon acquisition, fixed tangible assets are recorded in the business books at acquisition value.

Goods and services created by the undertaking itself and used as tangible assets are recorded at their production
value, under condition that the production value does not exceed net market value. Production value does not
include internal profits, unusual values of waste material, work and other assets. The production cost is
determined pursuant to IAS 2 — Inventories. Additional costs are included in the book value of the assets or, if
needed, are recognized as separate assets only if the Company expects to have future economic benefits of those
assets, or if their expense can be reliably measured.

After initial recognition, property, plant and equipment are recorded based on their acquisition cost decreased
for accumulated depreciation and accumulated losses from decrease. Basis for depreciation is acquisition value
(gross book value) of the single asset.

Facilities and equipment are withdrawn from use and are disposed when there are no expected economic
benefits from them or market values.

If while in use a fixed tangible asset has been damaged or withdrawn from active use, the asset is depreciated
up to the end of month when it was withdrawn from active use. If its net book value exceeds its sale value, the
difference is recorded as expense upon sale (net principle recording). In case its sale value exceeds its book value,
the difference is recorded as revenue of the current period (net principle recording).

Depreciation is charged for each single asset, against linear method at rates suitable for disposal of acquisition
value through its evaluated useful period of life. Land and assets under construction are not depreciated.

Rates applied for depreciation are as follows:

e  Buildings 2.5-10%
e Ships and docks 2.5-10%
e Cranes and plants 6.67-10%
e Production equipment 10-12%
e Transportation vehicles 20%
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e Office computer and related equipment 10-20%

The Company evaluates useful life of fixed tangible assets on a regular basis and based on the Management
Board’s decisions uses legally recognized accelerated depreciation rates.

Depreciation and recognition of expense starts from the first day of the month followed by activation of the fixed
tangible asset.

Depreciation for sold, given, or in any other way disposed or destroyed fixed tangible assets is recognized as
expense up to the end of month when the assets were still in use.

Fixed assets are recorded in the balance sheet even if they are completely written-off, up to sale, gift, or disposal
of any kind.

Real estate investments are recorded at fair value.

g) Long-term financial assets

Long-term financial assets represent investment of cash, goods and assignment of rights for generating revenue.
Return on the investment is expected in period exceeding one year.

Accounting policy and procedures differ depending whether the investments occurred from:
e Investments in participation at others up to 20% of voting power;
e Investment into related companies - companies in which the Company has significant influence but no
control, which typically includes 20% to 50% of the voting rights;
e Investments through business relations with partners in market.

Initial investment in associated and dependent companies is recorded at acquisition cost increased for
transaction expenses. On the financial statements date these investments are recorded depending on the
portion in these associated companies.

Long-term financial investments in associates (share of 20% - 50%) are recorded in the books by the cost method
affected by eventual depreciations, whilst the equity method is used in consolidated reports.

Investments in financial assets that do not relate to investments in subsidiaries and related companies are
measured at amortized cost and assets measured at fair value through other comprehensive income.

(a) Financial assets measured at amortized cost

Financial assets measured at amortized cost are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They are included in current assets, except for assets with a
maturity of more than 12 months after the balance sheet date. Such assets are classified as long-term financial
assets. Receivables are stated at amortized cost using the effective interest rate method.

The impairment policy is set out in Note 2.3.j and 2.3.k.

(b) Financial assets measured at fair value through other comprehensive income

After initial measurement, for financial assets measured at fair value through other comprehensive income, the
gain or loss from the change in fair value is recognized in other comprehensive income. Foreign exchange gains
or losses are recognized in profit or loss in the income statement. If the financial assets are derecognised, the
cumulative gain or loss previously recognized in other comprehensive income is reclassified from other
comprehensive income to profit or loss as reclassification adjustment.
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h) Investments in subsidiaries

Investments in subsidiaries refer to investments of cash, goods and assignment of rights with the aim of earning
revenue through a majority interest in another company, with a share of more than 50%, expected to be repaid
over a period exceeding one year.

Long-term financial investments in subsidiaries are accounted using the cost method.

i) Inventories

Inventories of raw and other material are valued according to their acquisition value (average weighted price
principle) or their net market value, depending on which one is lower.

Reduction of inventories value is performed by charging expenses of the current period based on evaluation
made by professional services on damage, deterioration of inventories and in case when recoverable value (value
that can be realized by sale or use of those inventories) is lower than acquisition cost.

If the professional services evaluate that use of certain inventories in future contracts is doubtful, respectively
that some products on stock are not spendable, the Company performs write-off of inventories, which is
recorded as expense of the current period.

When and unless the circumstances that led to an earlier decrease in value or write-down of inventories, no
longer exist, the value of inventories should be increased up to the cost of acquisition or the value that can be
realized and consumed as such in regular production.

Small inventory and tools are written-off completely upon activation.

Inventories that are damaged during handling and storage, as well as inventories that lose their useful value, are
determined through inventory procedures or by special commissions and, with the approval of the responsible
person and in accordance with tax regulations, are written off on the account of regular operating expenses.

If the Company, up to the reporting period, does not conclude an initiated commercial contract, and if the criteria
for revenue recognition under IRFS 15 have not been met, the value of inventories of production in progress is
recorded as at the end of the period.

The value of production in progress is recorded at actual costs that can be related to a specific contract.

The actual costs comprise of direct and indirect production costs, which occurred by the end of the reporting
period:

e Variable and fixed direct production costs that can be directly related to a specific contract on a
reasonable basis, such as costs of built-in material, direct work and services of others directly involved
in rendering services

e Variable and fixed general costs of production that are being allocated by a key to specific contracts,
respectively in proportion to direct costs, meaning that are being assigned to the value of inventories
of production in progress based on normal capacity (normal realized capacity in regular circumstances
of operations through a certain period).

The total amount of recorded costs of production in progress decrease expenses of the period or are recognized
as expenses of the period at the same time as revenues are being recognized upon completion of works and
delivery of the total project.

Cost or value of inventories of production in progress does not include profit or general and administrative
expenses which cannot be related to a service, but charge expenses of the period when they occurred.
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j) Receivables

Trade receivables, receivables from state, employees and other legal and private persons are recorded in the
business books based on valid documentation of their occurrence and data on their value.

Trade receivables from foreign customers expressed in foreign exchange currencies are recorded in national
currency, calculated based on mean exchange rate of the Croatian National Bank as at the date of recording the
receivable. Upon collection of receivables, the differences that occur due to exchange rate are recorded as
revenues or expenses of the Company.

Outstanding trade receivables from foreign customers as at the balance sheet date are reported at mean
exchange rate of the Croatian National Bank and the exchange rate differences are recorded as revenues or
expenses.

Receivables are initially recognized at fair value in the Company's books of account and subsequently measured
at amortized cost.

The increase in interest receivable is based on the contract and default interest rate calculations. Value
adjustments in respect of receivables are made on the basis that it is established that the receivable has not been
collected within the due time or that it is uncollectible and claimed on court. The decision on adjusting the value
of receivables is made by the Management Board.

Value adjustments in respect of receivables are recognized in the income statement of the Company (Note 30),
and as stated in Note 2.3 k) Impairment of short-term financial assets, including receivables.

k) Short-term financial assets

Short-term financial assets comprise of investment of cash, property, rights and granted merchandize loans for
the purpose of generating revenues, whose benefits are expected to arise within one year.

Short-term financial investments within one year are recorded in business books at investment cost. The value
is determined for each investment. Subsequent measurement of short-term financial investments is recognized
at amortized cost.

Impairment of short-term financial assets, including receivables

Estimates of future expected credit losses are made based on the average write-off rate in previous years and its
application to non-revaluated short-term financial assets at the reporting date (Note 30). The Company uses a
simplified approach to allocate receivables to Level 2 and Level 3 as required by IFRS 9. Receivables over 365
days are allocated to Level 3.

Upon acknowledging higher risk of collecting these assets and termination of litigations, where there is evidence
of impairment, value adjustments in respect of short-term financial assets are carried out in an amount that
reflects the specified parameters. The decision on value adjustments is made by the Management Board.

1) Cash and cash equivalents

Cash and cash equivalents include money in bank, cash in register and short-term deposits. Money in bank and
cash in register is recorded at nominal value in national currency. Foreign exchange funds in bank and in register
is recorded at mean exchange rate of the Croatian National Bank.

Exchange rate differences arising from setting foreign exchange funds to mean exchange rate of the Croatian
National Bank are recorded as revenues / expenses of the current period.

m) Prepaid expenses and accrued income

Outflows that covered expenses referring to future periods are recorded according to the amounts specified in
valid documentation supporting the business event.
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Discrepancy of the calculation period of prepaid expenses at the end of the year creates a balance which is
transferred into the following period as a balance sheet position.

Generated revenues that do not meet the criteria to be recorded as receivables, are recorded in the calculated
amount specified in the valid documentation supporting the business event and are being transferred as a
balance sheet position to the following period in which they are carried over to the receivables once they meet
the criteria.

n) Equity

Equity is own source for financing assets. Subscribed capital is recorded in the amount that is registered in the
court registry upon establishment or change of subscribed value of capital in the commercial registry.

Reserves are accounted for depending on their form and Company’s policy (statutory and other).
o) Provisions

Provisions should be recognized when the Company has a present obligation (legal or constructive) because of a
past event or it is probable that an outflow of resources embodying economic benefits will be required to settle
the obligation, and a reliable estimate can be made of the amount of the obligation. Provisions are reviewed at
balance sheet date and adjusted to the latest best evaluations.

Provisions arising from contracts, such as provisions for severance wages, provisions for expenses in guaranty
periods, and provisions for expenses arising from initiated court claims are also recognized as an expense of the
period for risk provisions based on legal and other regulations.

p) Long-term liabilities

Long-term liabilities are recorded in business books in the amounts specified in valid documentation or contract
supporting the event. Long-term liabilities refer to liabilities with maturity exceeding 12 months starting from
the date of financial statements. Classification of the long-term and short-term liabilities is performed on each
balance sheet date.

r) Short-term liabilities

Short-term liabilities are recorded in business books in the amount specified in valid documentation or contract
supporting the event. Short-term liabilities refer to liabilities with maturity less than 12 months. Classification of
the long-term and short-term liabilities is performed on each balance sheet date.

Short-term liabilities recorded in foreign exchange funds and those with currency clause are being set at mean
exchange rate of the Croatian National Bank in national currency. Upon settlement of these liabilities, the
differences that occur as exchange rate differences are recorded as revenues or expenses of the Company.

Outstanding liabilities shown in foreign exchange currencies are being set at mean exchange rate of the Croatian
National Bank as at the balance sheet date and any exchange rate differences are recorded as revenues or
expenses of the Company.

s) Accrued expenses and deferred income

Expenses that occurred in the current period for which the Company did not receive invoices or has incomplete
documentation for their booking, but it is possible to determine their amount (for example rental costs, audit
fees based on contract) are recorded in the balance sheet as accrued expenses, since the liability will be recorded
in the future period.

Incurred expenses which do not meet the criteria to be recorded as liabilities, are recorded at the amount
specified in the documentation which anticipated the business event and are transferred as a balance sheet
position in the following period in which they are carried over to liabilities once they meet the criteria.
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Those revenues not meeting the criteria to be recognized in the current period are deferred for future periods.

3. SEGMENT REPORTING

Based on IFRS 8 management approach, the Company controls its activities in only one segment, according to
the specifics of the activity itself. Shiprepair and conversions, being the main activity of the Company, constitute
more than 99% of sales revenues or more than 87% of total operating revenues. All processes within the main
activity are interrelated by matrix organisation. Matrix organisation connects various resources provided by
functional organisational units needed to realize several concurrent projects. The Company uses its non-direct
resources and infrastructure which cannot be allocated to each project, for all projects within shiprepair
activities. Profitability of each project vary depending on availability of needed resources, especially labour force,
which are combined depending on level of their employment. Each project has its own specificities due to client’s
requirements and needs, requiring different approaches in combining production trades. Such business
environment does not allow segment reporting of organisational units or activities.

The Company monitors its operations by projects that combine different trades in production activities in
different proportions depending on specifications of the required works for each project. Internal managerial
reports are used for whole segment of activity, in which business performance indicators are based on gross
margin (relation between revenues and direct costs) and EBITDA (earnings before interest, taxes, depreciation,
and amortization).

The Company’s subsidiary VL Steel d.o.0. participates in its main activity providing services that are closely
related to the Company’s activities, so there can be no different segments of activities. In the Company’s business
model, the subsidiary acts as a subcontractor in periods of high occupancy rates or in projects where the
Company does not have its own or does not have a sufficient number of its own workers. A smaller part of the
subsidiary's income is generated by providing services to third parties, which makes better use of its own
capacity. It is to be noted that the subsidiary has a total impact of only 1% to the consolidated financial
statements.

4. REVENUES FROM SALES

HRK
T T )
Revenues from sales on domestic market 27.142.666 21.767.121
Revenues from sales on foreign market 268.741.000 242.688.400
Revenues from sales — subsidiary 32.091 84.120
Total 295.915.757 264.539.641

Revenues from sale of services — subsidiary, involved revenues generated from the subsidiary VL Steel d.o.o.
The Company has not reported any revenues generated from sale of services to the subsidiary Viktor Servisi
d.o.o. since the subsidiary ceased to operate on 2 September 2020, unlike the previous 2019, in which the
amount of HRK 7,144 was generated.
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Structure of revenues from sales:

HRK
Domestic Foreign
market market Total

Shiprepair 21.214.638 240.653.027 | 261.867.665
Other services 552.483 2.035.373 2.587.856
Other services — subsidiary 84.120 - 84.120
Total 21.851.241 242.688.400 @ 264.539.641

The Company has applied IFRS-15 Revenue from Contracts with Customers for presentation of the value of work
carried out or generated revenue per ship, five of them, onboard which works were in progress on 31 December
2020. Of the total amount of sales revenue, HRK 6,881,384 related to revenue reported in accordance with IFRS
15. Most of these revenues were generated from projects completed for foreign clients.

5. OTHER REVENUES

HRK
2o 200
Revenues based on the use of own products, goods and services 13.239.111 23.271.878
Revenues from sale of material 6.392.103 5.613.638
Revenues from sale of material — subsidiary companies 44.941 148.371
Rentals 1.113.406 1.111.935
Rentals - subsidiary companies 226.524 35.323
Income from reversal of long-term provisions (Note 26) 793.512 1.592.698
Insurance claim income - 1.388.901
Income from disputed claims (Note 20) 994.925 -
Income from collecting accounts receivable already written-off - 463.222
Revenues from sale of property, plant and equipment 38.905 1.422
Revenues from sale of property, plant and equipment — subsidiary - 4.800
Income from discontinued liabilities 6.450 112
Retrospectively estimated income from past years 46.063 119.658
Inventory material surplus 425.034 103.603

Income from job preservation government aid for businesses

affected by the Coronavirus pandemic - 5.735.738
Income from adjusting expected credit losses (IFRS 9) - 410.684
Other revenues 337.470 657.590
Other revenues - subsidiary 55.540 766
Total 23.713.984 40.660.340

Revenues based on the use of own products, goods and services involved investments in own production
equipment, primarily Dock 5 and Dock 11 to increase the dock value and extend their service life. The increase
recorded in 2020 compared to the same period last year is the result of intensified work during April and
September characterised with lower occupancy rates. During 2020, larger-scale investments were made in Dock
5, so only regular maintenance should be required in the next five years.

Revenues from sale of materials included revenues from sale of waste materials or secondary raw materials,
which are produced in core projects. Revenues from sale of materials to subsidiaries in 2019 had included sales
revenues generated from the subsidiary Viktor Servisi d.o.o. in the amount of HRK 17,448, while in 2020 such
revenues were not reported considering the subsidiary ceased to operate.
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Rental income referred to revenues generated from leasing commercial premises and production equipment to
subcontractors who participate in production activities of the Company. The 2019 rental income from
subsidiaries included revenues generated from rental to the subsidiary Viktor Servisi d.o.o0. in the amount of HRK
193,249, whereas in 2020 such revenues were not reported, as the subsidiary ceased to operate in the ordinary
course of business.

Income from reversal of long-term provisions reported in the current period involved reversal of provisions for
allowances for unused annual leave for 2019 and a lawsuit in the amount of HRK 60,000.

No income was collected from disputed receivables in 2020, whereas in 2019 it involved receivables from the
Uljanik Group (Shipyard “3. maj”), which had been value adjusted (written off) in 2017.

Income collected from other accounts receivable already written-off referred to a very old claim that the
Company had had against the bankruptcy debtor Kvarner express d.d. in bankruptcy, which was partially settled
in 2020 from the bankruptcy estate.

Viktor Lenac used the job preservation government aid for businesses affected by the Coronavirus pandemic,
which amounted to a total of HRK 5,735,738, paid for the period March - May 2020. The Company sought support
in late March when it became certain that revenues would decline, primarily due to lockdown measures,
restrictions on cross-border movements, as well as mandatory quarantines for foreigners, when many Viktor
Lenac's clients postponed their shiprepair projects and cancelled some of the already agreed deals. In such
circumstances, as early as the end of March, there was a decline in revenue, which continued in April and May.
However, the Company, assessing the epidemiological situation in the immediate environment as good and
understanding that ship crews do not carry an increased risk of infection and spread of the COVID-19, prescribed
a very strict and restrictive procedure that allowed only minimum and necessary contact with foreign
representatives, which was approved by the competent epidemiological institution and provided exemption
from strict quarantine under the prescribed conditions. Such an approach enabled new projects and shipowners
have gained confidence that the works would be carried out within a reasonable time, thus the Company took
advantage of being able to operate over competitors from neighbouring countries. Therefore, revenues, starting
from the second half of May onwards, began to grow, although they no longer reached earlier levels. Despite
the easing of anti-epidemic measures, the Company recorded a further decline in revenue in the last quarter of
2020. Considering that in the market in which the Company provides its services, economic crises come with a
delayed effect, it is still uncertain whether, when and to what extent the negative effects caused by the pandemic
will have impact on future results of the Company. Thus, the aids received following the decline in occupancy in
April and May, provided, together with the revenues generated from regular operations, funds that will help the
Company to maintain its business.

Of other revenues generated in 2020, to bring to notice is income from deducting expenses for waste disposal
already recorded in 2019, due to prices lower than expected, resulting in a decrease in amounts that had been
previously calculated.
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6. MATERIAL EXPENSES AND COST OF GOODS SOLD
HRK

Raw and other material

Consumed raw and other material 43.298.582 31.041.313
Consumed raw and other material — subsidiary 138.338 125.864
Consumed energy 11.840.132 11.080.459
Small inventory and spare parts 364.451 616.072
Total raw and other material 55.641.503 42.863.708
Other external expenses
Transportation, phone, post and similar services 596.520 555.121
Services used in production of outputs 64.617.360 62.553.779
Services used in production of outputs - subsidiary 5.442.425 7.231.290
Subsupplier services 55.699.874 35.073.558
Subsupplier services - subsidiary 2.597.537 =
Maintenance services 4.738.491 6.970.272
Maintenance services - subsidiary 432.102 644.760
Rental expenses 3.001.543 1.680.943
Rental expenses — subsidiary 17.280 -
Intellectual services 1.149.881 1.289.680
Intellectual services —related parties 334.424 813.697
Other services 1.309.050 986.323
Total other external expenses 139.936.487 117.799.423
Total material expenses 195.577.990 160.663.131

Services used in production of outputs are subcontractor costs. Subsupplier services are third-party services that
are normally provided outside the Company's location or are carried out by means of service providers.

Rental expenses referred to variable costs of equipment leases for production purposes, depending on specific
requirements of each project and are, as a rule, one-off costs that vary on production capacity and volume.

Expenses incurred in transactions with subsidiaries in 2020 related to VL Steel d.o.o. In 2020, the Company did
not report transactions with the subsidiary Viktor Servisi d.o.0., as the subsidiary ceased to operate on 2
September 2020, unlike 2019 when the subsidiary relationships involved both subsidiaries. Of the total amount
of HRK 8,627,682 as reported in 2019, HRK 2,838,322 referred to the subsidiary Viktor Servisi d.o.o.

Intellectual services referred to various services of lawyers, notaries, environmental impact monitoring
institutions, various expert technical and business services, which included financial audit services and tax
consulting services.

The cost of legal representation of the Company in 2020 amounted to HRK 261,388 (2019: HRK 239,839). This
amount related entirely to the services provide by domestic law firms. Since the Company does not have its own
legal department, legal services are outsourced when required.

In 2020, the expenses of auditing financial statements amounted to HRK 168,000 (2019: HRK 167,458), and the
tax consulting service expenses amounted to HRK 48,000 (2019: HRK 48,000).

The Company uses technical, market and other consulting services from a related party or a company that
belongs to the Palumbo Group, which is the largest individual shareholder of the Company, whose expenses in
2020 amounted to HRK 813,697 (2019: HRK 334,424).
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7. EMPLOYEE COST

HRK
Net salaries and wages 34.254.937 33.617.743
Social security contributions and taxes paid by employer 14.259.365 13.864.619
Social security contributions and taxes paid by employee 8.501.155 8.330.350
Severance pays 845.855 225.344
Compensations for travelling costs, daily allowances, annual 5.994.955 4.690.345
bonuses
Total 63.155.567 60.728.401

Compensations are paid to employees by the Company under the Collective Agreement.

In 2020, compared to the same period of the previous year, the Company's total employee costs were lower due
to the reduction in the number of employees, however, part of the savings is aimed at increasing salaries of the
remaining employees, so the total reduction in employee costs is not in line with the percentage decline in the
number of employees. The employee cost reported for 2020 included the costs of employees who moved from
the subsidiary Viktor Servisi d.o.o. to the Company in March 2020.

8. DEPRECIATION

HRK
I
Intangible assets, property, plant and equipment 21.224.878 31.453.597
Total 21.224.878 31.453.597

The increase in depreciation expense in 2020 compared to the previous year was the result of the application of
accelerated depreciation method on Dock 11. Although the Company has been investing in increasing the value
and extending the life of the floating dock, the Company has reviewed the remaining service life, which is why
such a decision was made. The application of the accelerated depreciation rate on Dock 11 resulted in an increase
in the amount of depreciation by HRK 10,237,662.

At the end of 2020, the depreciation rate of assets was 69% (2019: 68%).

9. VALUE ADJUSTMENTS

In 2020, the Company reported value adjustments in respect of assets in a total amount of HRK 10,952 (2019:
HRK 1,143,900), relating to write-off of trade receivables (Note 20).

10. PROVISIONS

For the year 2020, the Company made provisions for expenses in a total amount of HRK 1,202,687 (2019: HRK
1,607,356), of which HRK 983,307 (2019: HRK 1,452,736) involved provisions for allowances for unused annual
leave and HRK 219,380 to provisions for litigation initiated in 2020 (2019: HRK 154,620).

The provisions for unused annual leave cost were significantly lower than in 2019 because in periods of reduced
production activity, also due to the coronavirus pandemic, workers used annual leave.
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11. OTHER EXPENSES

Other expenses:

HRK
. oo 200
Insurance premiums 4.047.842 3.059.110
Utility, concession and other public fees 2.965.637 2.982.830
Representation and gifts 776.389 566.453
Bank services 420.517 185.482
Other expenses 1.286.995 1.046.778
Total other expenses 9.497.380 7.840.653

The insurance premiums in 2020 were lower because the premiums had been contracted in the insurance market
under more favourable conditions, but also due to lower revenues or sales revenues, which are the basis for the
calculation of insurance premiums.

Utility, concession and other fees included utility fees paid by the Company in favour of the Municipality of
Kostrena, fees for the use of maritime good, fees for water protection, use of technological water, use of public
forest, fee for membership in the Croatian Chamber of Commerce and other fees.

Other expenses are expenses such as education, personal protective equipment, other occupational health and
safety related expenses, and remuneration of the members of the Company’s Supervisory Board.

Other operating expenses:

In 2020, the Company incurred other operating expenses in the amount of HRK 515,688 (2019: HRK 1,033,379),
which related to the deficit in inventories and the carrying amount of depreciated tangible assets, and other
operating expenses, as below.

HRK
2019 200
Inventories written off 101.336 -
Deficit in inventories 448.868 67.561
Tangible fixed assets written off 51.524 28.326
Deficit in tangible fixed assets 5.266 -
Other operating and extraordinary expenses 426.385 419.801
Total other operating expenses 1.033.379 515.688

Other operating and extraordinary expenses are subsequently determined expenses related to projects of the
previous business year, compensation of employees paid in previous periods from pension funds, charged to the
Company by the Croatian Pension Insurance Institute, and value adjustments in respect of receivables from
business relations other than trade receivables.
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12. FINANCIAL INCOME AND EXPENSES

HRK

Financial income

Interests 179.898 199.215

Net foreign exchange gain - 513.220
Total financial income 179.898 712.435
Financial expenses

Interests 1.949.524 1.679.831

Net foreign exchange loss 338.226 -

Net loss from sale of securities - 67.383
Total financial expenses 2.287.750 1.747.214

Net financial expenses (2.107.852) (1.034.779)

In 2020, the Company generated foreign exchange gains in a total amount of HRK 3,931,617 (2019: HRK 977,772),
and foreign exchange loss in the amount of HRK 3,418,397 (2019: HRK 1,315,998), as a result of which net foreign
exchange gain amounted to HRK 513,220 (2019: HRK 338,226 loss).

13. PROFIT TAX

The Company generated a profit of HRK 41,750,093 as a difference in revenues and expenses generated in
the period from 1 January 2020 to 31 December 2020. After accounting for the increase and decrease of
the tax liability, the profit tax liability amounted to HRK 6,551,087. In 2020, based on deferred tax assets
in the amount of HRK 52,319, the Company used HRK 9,417 of previously paid profit tax, arising from the
inventories previously written off, which were spent in this tax period. During 2020, the Company paid
HRK 281,410 of profit tax advances, which it has the right to increase by an additional HRK 46,901 of profit
tax advances paid in January 2021, which amounts to a total of HRK 328,311, as a result of which the
obligation to pay the profit tax difference remains HRK 6,213,360.

HRK
209 2020
Accounting profit before taxation 21.341.821 41.750.093
Profit tax rate 18% 3.841.528 7.515.017
Effect of non-deductible costs 475.474 152.949
Effect of deductible costs (15.093) (1.116.879)
Total 4.301.909 6.551.087
Effect of tax loss carried forward (3.739.091) -
Effect of unrecognized deferred tax assets of an earlier period - (9.417)
Cost of profit tax 562.818 6.541.670

The table shows the effect of non-taxable income for 2020 in the amount of HRK 1,116,879, mostly related
to non-taxable income based on government aid that the Company received as a job preservation measure
intended for businesses affected by the coronavirus pandemic.

Of the total stated profit tax liability in the amount of HRK 6,541,670 for 2020, HRK 6,551,087 related to
the current tax expense for the period, and the remaining HRK 9,417 involved recognized deferred tax
assets from the previous period.
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In accordance with tax regulations, the tax administration may at any time review the books and records
of the Company for a period of six years after the end of the year in which the tax liability is stated, and in
case of irregularities impose additional tax liabilities and penalties. The Management Board of the
Company is not aware of any circumstances that could lead to irregularities in the reported tax liabilities,
and thus to potentially significant liabilities based on possible controls.

14. EARNINGS PER SHARE

HRK
T s |
Net (loss)/profit for the year 20.837.756 35.199.006
Total number of shares 16.813.247 16.813.247
Shares exclusive of own shares 15.988.060 15.988.060
Basic (loss)/earnings per share 1,30 2,20
Diluted (loss)/earnings per share 1,24 2,09
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15. FIXED TANGIBLE AND INTANGIBLE ASSETS

HRK
Tools, Investment Investment Advances Investment in
_ — Plants and inventory and " in tangible " Total tangible Intangible intangible
Description Buildings N N in real- " for tangible "
equlpment transportatlon assets in assets assets assets in
" estate assets
vehicles progress progress
ACQUISITION VALUE
Status as at 1 Jan 2019 12504214 | 70.251516 | 657.520.471 76.000.434 - 3.112.058 222224 | 819.610.917 17.749.390 - | 837.360.307
Transfer from investments in
tangible assets in progress 11.023.931 4.615.221 - | (15.737.025) (222.224) (320.097) 434.263 (114.166) 5
and advances
Acquisition during the year 17.183.169 - 17.183.169 - 114.166 17.297.335
Sold, written-off and
ss:f”"ted assets during the (1.089.555) (2.491.060) - (669.706) - (8.250.321) (6.900) - | (@2s7.221)
Surplus, Deficit (2.435) - - - (2.435) - - (2.435)
Transfer to assets held for
sale - | (3.136.593) - - - - - (3.136.593) - - | (3.136.593)
Status as at 31 Dec 2019 12504214 | 67.114.923 | 667.454.847 78.122.160 - 3.888.496 - 829.084.640 18.176.753 - | s47.261.393
Transfer from investments in
tangible assets in proress 28.790.701 2.493.507 - | (31.284.208) - 680.511 (680.511) -
and advances
Acquisition during the year 28.326.382 1.402.304 29.728.686 - 680.511 30.409.197
Sold and written-off (915.769) (734.664) - - - (1.650.433) - - (1.650.433)
Attribution of the subsidiary
assets - - 2.658.765 801.050 - - - 3.459.815 - - 3.459.815
Value derecognition (3.917.077) - - - - (3.917.077) - - (3.917.077)
Transfer from assets held for
sale - - - 3.136.503 - - 3.136.593 3.136.593
Status as at 31 Dec 2020 12504.214 | 67.114.923 | 694.071.467 80.682.053 3.136.593 930.670 1.402.304 859.842.224 18.857.264 - | 878.699.488
VALUE ADJUSTMENTS ) )
Status as at 1 Jan 2019 6.958.527 | 65.932.775 | 399.498.945 69.919.078 - - - 542.309.325 12.151.872 - | ssa.461.197
Depreciation during the year 179.840 18.806.566 1.684.030 - - - 20.670.436 554,442 - 21.224.878
Sold and written-off (1.049.527) (2.466.309) - - - (3.515.836) (6.900) - | (3522730
Surplus, Deficit (15.223) . . . (15.223) . . (15.223)
Transfer to assets held for
sale - | (1129.357) - - - - (1.129.357) - - | (21293s7)
Status as at 31 Dec 2019 6.958.527 | 64.983.258 | 417.255.984 69.121.576 - - - 558.319.345 12.699.414 - | s71.018.759
Depreciation during the year 179.840 28.829.445 1.623.431 - - - 30.632.716 820.881 - 31.453.597
Sold and written-off (889.320) (732.787) - - - (1.622.106) - - | (.622.108)
Attribution of the subsidiary
assets - - 2.024.692 792.901 - - - 2.817.593 - - 2.817.593
Value derecognition (3.917.077) - - - - (3.917.077) - - (3.917.077)
Transfer from assets held for
sale - - - - 1.129.357 - - 1.129.357 - - 1129357
Status as at 31 Dec 2020 6.958.527 | 65.163.098 | 443.303.724 70.805.121 1129357 - - 587.359.827 13.520.295 - | e00.880.122
BOOKIVALUESLDEC 2018 5.545.687 2.131.665 | 250.198.863 9.000.584 - 3.888.496 - 270.765.295 5.477.339 - | 276242634
EOOKLAUE S EDEC 2020 5.545.687 1.951.825 | 250.767.743 9.876.933 2.007.236 930670 | 1.402.304 272.482.398 5.336.969 - | 277.819367

During 2020, investments in fixed assets related to own investments in docks and the acquisition of production
and business assets. By merging the assets of the subsidiary Viktor Servisi d.o.o. the Company's non-current
assets increased both on the cost side and on the accumulated value adjustment side.

Part of the Company's fixed tangible assets serves as collateral for financial loans (Note 32). Net book value of
these assets as at 31 December, 2020 amounted to HRK 222,712,357 (2019: HRK 224,835,131).

Business premises having a surface area of 190 m2, in the centre of Rijeka, which the Company owns but does
not use, have been reclassified in previous reports as assets held for sale. Since the Management Board estimates
that the sale will not take place in the next short-term period, these assets are stated in the position of tangible
fixed assets under the item of investment in real estate.

SHIPYARD VIKTOR LENAC d.d. 34



The 2020 depreciation rate at the reporting date was 69% (2019: 68%).

16. INVESTMENT IN SUBSIDIARIES AND INVESTMENT SECURITIES

Net book value of investment in subsidiaries as at 31 December 2020 related to a limited liability company VL
Steel in which the Company holds a 75% equity interest, amounting to HRK 15,000.

The subsidiary Viktor Servisi d.o.o. in which the Company held a 100% equity interest, ceased to operate by a
final decision of the Commercial Court in Rijeka, where the subsidiary assets have been attributed to Viktor
Lenac. The value of the shares amounted to HRK 763,259 in 2019.

17. FINANCIAL ASSETS MEASURED AT FAIR VALUE THROUGH OTHER
COMPREHENSIVE INCOME — INVESTMENT SECURITIES

The Company owns 5,000 shares of Uljanik d.d. which are recorded in the Company's books at a nominal value
in a total amount of HRK 450,000. In previous years, the Company had adjusted the value of these shares in
accordance with the notifications of the Central Depository and Clearing Company of Zagreb on the prices of
securities listed on the Zagreb Stock Exchange. On 31 December 2019, the Company made value adjustments in
respect of the shares in full because the Uljanik company filed for bankruptcy, so that the reported value of these
shares at the reporting date was HRK 0 (2019: HRK 0).

In the third quarter of 2020, the Company sold 6,153 shares of Tankerska next generation d.d. through
transactions on the Zagreb Stock Exchange, which had a net book value of HRK 290,422 as at 31 December 2019.
The sale of shares resulted in a loss from sale in the amount of HRK 67,383.

The subsidiary Viktor Servisi d.o.o. in which the Company held a 100% equity interest, ceased to operate by a
final decision of the Commercial Court in Rijeka, where the subsidiary assets have been attributed to Viktor
Lenac. Consequently, Viktor Lenac became the owner of Valamar Riviera Porec shares, 3,720 shares in total,
having a nominal value of HRK 37,200, which, in accordance with the notification of the Central Depository and
Clearing Company of Zagreb have been reduced to the market share value of HRK 110,112 as at 31 December,
2020.

18. FINANCIAL ASSETS MEASURED AT AMORTIZED COST - DEPOSITS
Long-term financial assets in the amount of HRK 8,482,011 (2019: HRK 8,378,261) related to a cash deposit on a
long-term investment loan in the amount of HRK 8,290,588 (2019: HRK 8,186,838) and to a deposit held to secure

long-term liabilities to HEP ESCO in the amount of HRK 191,423 (2019: HRK 191,423).

There were no short-term financial assets in 2020, while in 2019 the amount of HRK 76,318 had been reported,
which referred to granted borrowings.

19. INVENTORIES

HRK
Raw and other material 14.925.987 14.528.060
Fabrication of flanges - 133.848
Small inventory 8.767.932 8.962.492
Value adjustments in respect of small inventory (8.767.932) (8.962.492)
Total 14.925.987 14.661.908
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By inventory carried out on 31 December 2020, the Company determined a shortage of material stocks in a total
amount of HRK 67,561 (2019: HRK 448,869), and a surplus of material stocks in the amount of HRK 103,603
(2019: HRK 425,034), which occurred in technological processes, and could not be offset for tax reasons. The
determined deficit and surplus represented about 0.5% of the total materials consumed during 2020.

20. TRADE AND OTHER RECEIVABLES

HRK
‘ 31.12.2019 ‘ 31.12.2020
Receivables from customers - gross 99.776.763 71.054.960
Receivables from customers — impairment 33.289.716 32.909.366
Receivables from customers — net 66.398.254 38.048.197
Receivables from customers - subsidiary companies 88.793 97.397
Receivables from employees 9.260 8.607
Receivables from state 8.564.302 5.048.508
Prepaid expenses and accrued income 22.137.446 7.222.385
Advances 3.316.308 1.365.875
Other receivables - 72.500
Total 100.514.363 51.863.469
Value adjustments in respect of trade receivables:
HRK
Impairment for the current year 2.920.442 -
Recovery of receivables previously written-off (994.925) -
Definitive write-off of previously revaluated receivables (8.472.676) -
Value adjustments in respect of expected credit loss - IFRS 9 229.937 (410.685)
Value adjustments in respect of expected credit loss - IFRS 9-
attribution of the Viktor Servisi subsidiary assets ) 30-335
Status 31 December 33.289.716 32.909.366

Trade receivables reported as at 31 December 2020 decreased significantly compared to the previous year as a
result of a significant decrease in revenues in the last quarter of 2020 with respect to the last quarter of 2019.

The receivables from state related to the value added tax refund claim in the amount of HRK 4,908,798 (2019:
HRK 8,344,658) and sick leave benefit claim from the Croatian Institute for Health Insurance in the amount of
HRK 119,573 (2019: HRK 219,644), profit tax refund claim relating to the subsidiary Viktor Servisi d.o.o. in the
amount of HRK 14,786 (2019: 0), forest contribution refund claim in the amount of HRK 4,613 (2019: 0) and
receivables from the Environmental Protection Fund in the amount of HRK 739 (2019: 0).

The prepaid expenses and accrued income mostly related to accrued income (HRK 6,881,384) under IFRS 15
‘Revenue from Contracts with Customers’ for shiprepair works carried out onboard five vessels, which were
undergoing repairs in the Shipyard on 31 December 2020, recognized as revenue based on the stage of
completion.

According to IFRS 9 requirements, the Company carried out value adjustments in respect of receivables from
customers for 2018, 2019 and 2020.
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Age structure of matured receivables from customers:

HRK
1-90 days 60.490.485 29.289.646
91-180 days 185.519 77.264
181-365 days 881.480 2.671.993
Over 365 days 5.657.137 6.453.916
Value adjustments in respect of receivables (727.574) (347.225)
Total 66.487.047 38.145.594
Age structure of impaired receivables from customers:
HRK
31.12.2019 31.12.2020
1-90 days - -
91-180 days - -
181-365 days 2.279.216 -
Over 365 days 30.282.926 32.562.141
Value adjustments in respect of receivables 727.574 347.225
Total 33.289.716 32.909.366
Trade receivable structure by currency:
HRK
HRK 15.152.771 11.889.664
EUR 40.345.116 26.603.155
usD 11.716.734 -
Value adjustments in respect of receivables (727.574) (347.225)
Total 66.487.047 38.145.594
Structure of trade receivables by markets:
HRK
31.12.2019 ‘ 31.12.2020
Italy 38.967.879 7.000.741
Croatia 15.152.814 11.889.664
USA 11.717.002 -
Norway - 2.562.545
Cyprus - 7.913.743
Greece - 2.102.795
Other countries 1.376.926 7.023.331
Value adjustments in respect of receivables (727.574) (347.225)
Total 66.487.047 38.145.594
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21. CASH AND CASH EQUIVALENTS

HRK

‘ 31.12.2019 ‘ 31.12.2020

Money in bank 14.612.120 34.664.633
Cash in register 6.722 11.616
Deposit - 862.844
Total 14.618.842 35.539.093

22. EQUITY AND RESERVES

On 31 December 2020, the issued share capital of the Company, fully paid, amounted to HRK 168,132,470 and
was divided in 16.813.247 ordinary shares each having a nominal value of HRK 10.

Owners of ordinary shares are entitled to dividends and one vote per share.

On 31 December 2020, the Company owned 825.187 of own shares (31 December 2019: 825.187), making 4.91%
of the share capital.

On 31 December 2020, the statutory reserves amounted to HRK 8,406,624 (2019: HRK 8,406,624). The statutory
reserves were formed in accordance with the Croatian law stipulating that 5% of the profit for the year is
transferred to the statutory reserves until it grows to 5% of the issued share capital. The Company's reserves
were also increased during 2020 based on the transfer of capital, reserves and retained earnings of the subsidiary
company Viktor Servisi d.o.o. to the parent Company upon cessation of its business.

Statutory reserves, which amounted to 5% of equity and reserves for own shares in the amount of HRK
20,946,624 (2019: HRK 20,946,624) cannot be allocated between shareholders.

23. DEBENTURES WITH INTEREST CHARGE

Below is the overview of debentures on which interest is paid according to the repayment dynamics as at 31
December 2020:

HRK
31.12.2019 31.12.2020
1yearor 2-5 years Total 1yearor 2-5 years Total
less long-term less long-term
portion portion
Financial lease 7.383.011 2.248.798 5.134.213 5.134.213 7.321.085 2.216.617 4.859.027 245.441 5.104.468
Long-term
investment loan 32.784.008 8.742.402 | 24.041.606 | 24.041.606 | 28.048.540 | 10.199.469 | 17.849.071 - | 17.849.071
Short-term
:“(::;k'”g capital 22.276.147 | 22.276.147 - - | 10.784.204 | 10.784.204
Total 62.443.166 | 33.267.347 | 29.175.819 | 29.175.819 & 46.153.829 | 23.200.290 | 22.708.098 245.441 | 22.953.539

Long-term investment loan refers to a loan approved by Croatian Bank for Reconstruction and Development
through a commercial bank in 2012 for the purchase of a new floating dock (Dock RI-38), dock cranes, UHPW)
equipment and other production equipment totalling HRK 69 million. The repayment of the loan principal began
in 2015, for a period of 8 years, and ends in 2023.

Financial lease involved purchase of production equipment and only HRK 222,332 (2019: HRK 345,338) related
to the purchase of two passenger cars.
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Working capital loans in the amount of HRK 10,784,204 (2019: HRK: 22,276,147) related to overdrafts in the
amount of HRK 8,271,905 (2019: HRK 6,834,987) and short-term working capital loans in the amount of HRK

2,512,299 (2019: HRK 15,441,160).

24. TRADE AND OTHER LIABILITIES

Trade payables

Trade payables — subsidiary interest
Trade payables — related parties
Employee payables

Tax and contribution

Received advances

Other liabilities

Accrued expenses and deferred income
Total

HRK

31.12.2019 ‘ 31.12.2020
70.580.953 28.540.635
2.349.725 913.786
133.966 135.664
3.927.110 3.948.761
2.637.486 2.321.357
3.968.591 926.466
3.451.055 3.432.460
10.540.624 3.408.948
97.589.510 43.628.077

The decrease in liabilities to suppliers is a consequence of the decrease in occupancy, especially with respect to
the high occupancy rate recorded at the end of 2019, and servicing liabilities from cash flows from operating

activities.

The largest portion of other liabilities related to the current maturity of liabilities to HEP ESCO company in the
amount of HRK 2,562,281 (2019: HRK 2,562,281) involving two commodity loans related to energy efficiency

projects undertaken by the Company in previous years.

As at December 31, 2020, the Company recorded expenses in the amount of HRK 3,408,948 (2019: HRK
7,875,223) relating to the shiprepairers’ liability insurance premium expenses for 2020, not yet due, and the
agency fees and other expenses for which the invoices had not yet been received. In 2020, the Company had no
deferred income, unlike in the previous year, when it calculated revenues for which, in accordance with IFRS 15

Revenue from Contracts with Customers, the conditions for their recognition were not met.

Structure of trade payables by currency:

HRK

31.12.2019 31.12.2020

HRK 64.031.412 28.166.460
EUR 8.407.469 1.324.516
usD 548.808 99.109
GBP 76.955 =
Total 73.064.644 29.590.085
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25. RELATIONS WITH RELATED PARTIES

Transactions between related companies are carried out under normal market conditions.

Subsidiaries and key shareholders

HRK

Sale to related parties

Sale to subsidiary companies 359.096 273.380
Viktor Servisi d.o.o. 273.041 -
VL Steel d.o.o. 86.055 273.380

Purchase from related parties

Purchase from subsidiary companies 8.627.683 8.001.914
Viktor Servisi d.o.o. 2.838.323 -
VL Steel d.o.o. 5.789.360 8.001.914

Purchase from key shareholders 334.424 813.697

Palumbo Malta Superyachts Ltd (belonging to the Palumbo Group) 334.424 813.697

Receivables from related parties

Receivables from subsidiary companies 88.793 97.397
Viktor Servisi d.o.o. 55.197 -
VL Steel d.o.o. 33.596 97.397

Receivables from key shareholders - -
Palumbo Group - -

Liabilities to related parties

Liabilities to subsidiary companies 2.349.725 913.786
Viktor Servisi d.o.o. 1.997.304 -
VL Steel d.o.o. 352.421 913.786

Liabilities to key shareholders 133.966 135.664
Palumbo Malta Superyachts Ltd (belonging to the Palumbo Group) 133.966 135.664

During 2020, the Company procured services from a company that belongs to the Palumbo Group in the amount
of HRK 813,697 (2019: HRK 334,424), which resulted in the liabilities to the company Palumbo Malta Superyachts
Ltd in the amount of HRK 135,664 as at 31 December 2020 (2019: HRK 133,966).

The subsidiary Viktor Servisi d.o.o. in which Viktor Lenac held a 100% interest, ceased to operate by a final
decision of the Commercial Court in Rijeka, where the subsidiary assets have been attributed to Viktor Lenac.
Therefore, in 2020, the Company did not show relationship with that subsidiary, unlike in 2019.

Key management

On 31 December 2020, the Management Board of the Company was composed of the single Member of the
Board, Sandra Uzelac, representing the Company individually and independently. Until 25 March 2019, when he
had resigned by mutual consent, the Company’s Management Board included also Aljosa Pavelin, who was
holding the position of the President of the Board.

The gross salary cost of the Management Board for 2020 amounted to HRK 768,900 (2019: HRK 1,732,820
including a severance pay). During the year, members of the Supervisory Board received compensation in the
total gross amount of HRK 97.587 (2019: HRK 120,378). All foreign members of the Supervisory Board waived
their compensation for 2019 and 2020.

The Company has not granted any loans to the members of the Supervisory Board or the Management Board.
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26. PROVISIONS

Long-term provisions in the amount of HRK 837,528 (2019: HRK 1,405,998) related to provisions for initiated
litigation.

Short-term provisions in the amount of HRK 983,307 (2019: HRK 1,532,699) related to provisions for unused
annual leave allowances for 2019.

Status 1 January 2019 1.518.259 607.480 79.963 2.205.702
Provisions reversed (80.850) (607.480) - (688.330)
Actualised (186.031) - - (186.031)
New provisions 154.620 1.452.736 - 1.607.356
Status 31 December 2019 1.405.998 1.452.736 79.963 2.938.697
Provisions reversed - (1.452.736) (79.963) (1.532.699)
Actualised (727.850) - - (727.850)
New provisions 159.380 983.307 1.142.687
Status 31 December 2020 837.528 983.307 - 1.820.835

27. OTHER LONG-TERM LIABILITIES

Other liabilities as at 31 December 2020 in the amount of HRK 9,868,222 (2019: HRK 12,233,406) related to
liabilities to HEP ESCO company for implemented energy efficiency projects in the amount of HRK 5,694,442
(2019: HRK 8.059.625) and contingent liabilities for disputed claims of bankruptcy creditors and associated
litigation costs (incurred in 2004, shortly after the opening of bankruptcy proceedings, ended in 2008) in the
amount of HRK 4,173,780 (2019: HRK 4,173,780), for which the litigation claims have not yet been finalized.

28. RISK MANAGEMENT

The Company's activities expose it to various financial risks, including the effects of changes in market prices,
changes in foreign exchange rates, liquidity risk and default risk. The Company does not use derivative financial
instruments as an active hedge against financial risk exposure.

Equity management

The main goal of equity management is to ensure support to business operations and maximize shareholder
value. The Company adjusts its equity policy in accordance with economic changes. With purpose to maintain or
adjust its equity structure, the Company may re-adjust dividend pay-outs or return on capital or place a new
emission of shares. There were no changes in the goals, policies or processes during the years ended December
31, 2020 and December 31, 2019.

Indicators of the Company's indebtedness are shown in the table below.

‘ 31.12.2019 ‘ 31.12.2020

Total interest-bearing debt (long-term and short-term loans) (Note 23) 62.443.166 46.153.830
Less: Cash and cash equivalents (Note 21) 14.618.842 35.539.093
Long-term deposit (Note 18) 8.186.838 8.290.588

Net debt 39.637.486 2.324.149
Equity and reserves 242.918.740 281.238.814
Total equity and reserves and net debt 282.556.226 283.562.963
Indicator of indebtedness 14% 1%
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Currency risk

Most of the Company's revenues from sale is generated on the international market, mainly in EUR and depending
on circumstances and various projects, in USD. Therefore, EUR to HRK as well as USD to HRK exchange rate
movements can affect operating results. However, due to a relatively short contracting and realization process,
rapid turnover of receivables and foreign currency, currency risk is not significant, and the Company does not use
active hedging techniques in foreign currency transactions. Depending on estimate of the future USD to EUR trend
in relation to national currency, the Company will, if necessary, use hedging instruments. On the other hand, the
Company's obligations have not been exposed to significant currency risk, since most of these obligations are
denominated in national currency (HRK). During 2020, there were no significant oscillations in the movement of the
Croatian kuna exchange rate against the EUR, which would result in significant exchange rate differences in EUR
transactions. The strengthening of the US dollar against the domestic currency during the first and second quarters
of 2020 had a positive impact on receivables in US dollar (given the higher occupancy with US ships in the first part
of the year), which is why Viktor Lenac generated foreign exchange gains at the end of the first half of the year.
Falling of the US dollar value by the end of the year resulted in smaller negative exchange rate differences, which,
however, did not completely annul the previously achieved positive effect.

The currency structure of trade receivables and trade payables, as items of assets and liabilities that are moderately
exposed to currency risk, is disclosed in Notes 20 and 24.

The balance of assets, liabilities and capital by currency is presented below:

31.12.2019 31.12.2020

EUR/USD EUR/USD
Short-term assets 64.371.586 67.771.160 @ 132.142.746 @ 33.493.958 | 68.570.512 | 102.064.470
Long-term assets 278.026.751 = 8.186.838 | 286.213.589 | 278.628.103 & 8.290.588 @ 286.918.691
Total assets 342.398.337 75.957.998 418.356.335 312.122.061 76.861.100 388.983.161

Short-term liabilities 99.523.901 @ 33.098.471 | 132.622.372 67.773.780 | 6.298.154 | 74.071.934
Long-term liabilities 40.580.543 | 2.234.680 | 42.815.223  30.917.818 | 2.754.595 | 33.672.413
Total liabilities 140.104.444 35.333.151 175.437.595  98.691.598  9.052.749 107.744.347
Equity — Net assets 202.293.893 | 40.624.847 | 242.918.740  213.430.463 67.808.351 | 281.238.814

The sensitivity analysis, assuming a +/- 1% change in the exchange rate, reveals the following impacts:

31.12.2019 31.12.2020
Impact of Impact of Impact of Impact of

exchange rate exchange rate exchange rate exchange rate

change (+1%) change (-1%) change (+1%) change (-1%)

Description in million HRK in million HRK in million HRK in million HRK
Impact of change - assets 0,8 -0,8 0,8 -0,8
Impact of change - liabilities -0,4 04 -0,1 0,1
Net impact - financial position 0,4 -0,4 0,7 -0,7

Considering the financial position at the reporting date, if the exchange rate of the national currency against EUR
and / or USD would increase (weaken) by 1%, if all other indicators remain unchanged, according to the
Management Board such a change as a result of gains and losses of exchange rate differences from relationships
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with suppliers, customers, loans received and deposits given, would not have a significant impact on total assets
and net profit for the reporting period. In such a case, the impact on the net result would amount to around HRK
700 thousand (2019: HRK 400 thousand), negative in the case of strengthening of the national currency, while in
the case of weakening of the national currency against EUR and / or USD the impact would be positive because the
Company is an exporter, while at the same time procuring a small share of resources on the foreign market in
foreign currency or with a currency clause.

Interest rate risk

Except for a long-term deposit that is not affected by the interest rate change, the Company has not any significant
interest generating assets which would be under influence of interest rate changes. As for the liabilities, long term
investment loan interest rate is determined by bank and is not prone to changes due to the methodology for setting
the interest rates. A major part of other loans is negotiated by fixed interest rates, resulting in insignificant impact
on financial statements, in case of rate changes. Short-term loans and borrowings received from commercial banks
have a high turnover and are negotiated depending on production purposes and consequently do not bear
significant interest rate risks.

Default risk

Default risk implies non-fulfilment of contractual obligations of other counterparties that could produce a
monetary loss, primarily referring to trade receivables. The Company uses different payment terms depending
on client's financial capability assessment. The objective is to do business with steady customers, whose
credibility can be assessed more safely having in mind long-term cooperation. In case there is a higher payment
risk, the objective is to agree payment in full before redelivery. Guarantees and commitments are not custom in
overhaul and repair business activities, but Viktor Lenac can exercise its right to arrest a ship, in accordance with
maritime law, as a mean of recovery. Trade receivables involve many customers, so the payment risk is dispersed.
Trade receivables are discounted for doubtful receivables that generally make less than 1% of total turnover,
which makes default risk low. There is no other significant default risk focus.

The possible impact of COVID-19 pandemic on increasing the Company's default risk

Given the Company's export orientation, and the fact that the shiprepair market, as part of the global
maritime market, is suffering from consequences of the COVID-19 pandemic, primarily due to reduced
maritime trade, the Company expects that weakening the financial strength of shipping companies could
increase default risk to the Company. However, since the beginning of the pandemic, when the forecasts
were the least optimistic, the Company has not had significant problems in collecting its receivables, so it is
expected that the situation will stay at lower risk in the future. During the first year of the pandemic crisis,
and with the beginning of the vaccination of the global population, it is expected that the situation will begin
to calm down, which will lead to normalization of market relations, and thus better default risk assessment
of individual partners. Depending on the risk assessment of certain types of ships and / or partners, the
Company will direct its activities to minimize its default risk exposure.

Liquidity risk

Liquidity risk aka cash flow risk is related to market risk which involves oscillations in the capacity utilisation rate.
The Company manages the liquidity risk through continuous monitoring of the projected and actual cash flows. For
larger projects involving the Company that can significantly affect outflows, especially in the preparatory phase of
project when there are no inflows, the Company uses short-term loans for project financing.

Following is the analysis of remaining period until expected maturity date of non-realisable financial assets and
receivables and negotiated maturity dates of financial liabilities of the Company. This analysis provides a better
comprehension of modalities the Company uses to manage liquidity risk, based on net amounts of assets and
liabilities.
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000 HRK

Structure of maturity buckets

Total

Assets, status 31 December 2020

With interests 35.539 - 73 8.291 - 43.902
Interests free 3.901 29.150 6.756 191 - 39.999
Total 39.440 29.150 6.828 8.482 - 83.901

Liabilities, status 31 December 2020

With interests 7.943 1.623 17.585 23.361 243 50.756
Interests free 8.449 22.659 1.971 5.694 - 38.773
Total 16.392 24.283 19.556 29.056 - 89.529
Net liabilities 23.048 4.868 (12.728) (20.574) (243) (5.629)

The possible impact of COVID-19 pandemic on increasing the Company's liquidity risk

At the beginning of the COVID-19 pandemic, the Company expected to have negative consequences and an
increased risk of illiquidity due to the expected decline in occupancy in the second and third quarters of 2020.
However, with the use of financial Government support measures related to COVID-19 for the period March-
May 2020, new contracts and positive financial results achieved in the middle of the second quarter of 2020,
the Company's liquidity was maintained at a high level. Although the weakest quarter was the last quarter of
2020, liquidity was maintained, so all liabilities to workers, suppliers, the state and banks were settled on time.
The risk of reduced business activities and inflow of new funds, which remains moderate, could affect the lower
growth of liquid assets, but the Company estimates that it will generate a sufficient level of revenue, before
tax and depreciation, which, with constant cost monitoring, will be sufficient to secure servicing of current
liabilities. This is supported by the expectations on the shiprepair market, according to which no further decline
in activities and freight is expected, which should be enough to bridge the next period until the global economy
fully recovers from the pandemic crisis.

Fair value

The Company makes estimates of the fair value of financial assets and liabilities, following which, if necessary,
value adjustments are made. It has been established that the fair value does not differ from the book value in an
amount that would be considered material.

The fair value of the financial assets and liabilities is based on the quoted market price as at the balance sheet
date, if available. Where the market price is not available, the Company makes an estimate of the fair value based
on the publicly disclosed information from external sources or based on the discounted cash flow method if
applicable.

It is considered that the value of receivables/liabilities with less than one year to maturity corresponds to the fair
value.
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29. POTENTIAL LIABILITIES

As at 31 December 2020, the Company was involved in several disputes which have arisen from its business
operations and a few disputes over indemnity obligations deriving from employment relationships. The Company
has already made provisions in its books for such claims in case of unfavourable outcomes (Note 10).

As at 31 December 2020, the Company litigated in 30 proceedings worth about HRK 1.5 million as defendant,
and 3 proceedings having a capital value of approximately HRK 591,000 as plaintiff, all in Republic of Croatia.

30. IMPORTANT ACCOUNTING ESTIMATES AND JUDGEMENTS

In application of accounting policies, the Company's Management Board made following judgements,
independently of those which include estimates, and which have the most important influence on the amounts
shown in the financial statements.

Revenue recognition principle

Revenue is recognized when the goods have been delivered or services have been rendered, or when the risks
and rewards of ownership of goods have been substantively transferred to the customer. In case of partial
execution of commercial contract or rendered services, revenues are recognized to the extent a critical event
has occurred, which can be undoubtedly charged and eventually collected. Estimation of claims to services
carried out is deducted from sales revenue and accounted under liabilities or provisions. Estimation of discounts
represent a decrease in sales revenue. Estimation is made based on contractual obligations, historical trends and
experience.

Profit tax

The Company recorded a positive financial result for 2020 generating a profit tax liability in the amount of HRK
6,541,669 (2019: HRK 562,818). The Company has already paid HRK 281,409 on the account of profit tax
advances during 2020 as well as an advance in the amount of HRK 46,901 in January 2021 totalling HRK 328,310
(2019: HRK 330,000), resulting in the obligation to pay the remaining tax expense for 2020 in the amount of HRK
6,213,359 (HRK 232,818).

Impairment of receivables

Estimation of irretrievable value of sales of goods and services is made on the balance sheet date (plus monthly)
based on the estimated probability of collection of doubtful receivables. Each client is evaluated separately
concerning its status (a client having its account blocked, or legal action has been initiated; competitive position),
matured receivables, legal proceedings status or payment security instruments such as promissory note.

Impairment of inventories

Impairment of inventories is carried at the expense of current period expenses, based on assessment of damage
and deterioration, and in cases where the recoverable amount (the value that can be realized by selling or using
those inventories) is less than the cost.

If it is estimated that the use of any inventories is uncertain in respect of future contracts or that some products
in inventories are not likely to be used in production, such inventories are written off at the expense of current
period.
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Provisions for potential liabilities

The Company recognizes provisions which may result from court disputes in which the Company is defendant
most likely to have unfavourable outcomes and where outflows may be reliably estimated. In estimating such
provisions, the Company regularly consults with legal professionals.

31. EVENTS AFTER BALANCE SHEET DATE

All major events are regularly disclosed to public via the Zagreb Stock Exchange website.

32. IMPACT OF THE COVID-19 PANDEMIC

Viktor Lenac’s main activity — shiprepair involves mainly ships in international navigation, which sail into the
Mediterranean and Black Sea. Many ships sail to the ports of Italy and other ports of the Mediterranean and
Black Sea countries for unloading of cargo, loading of fuel and other reasons. Viktor Lenac has been cooperating
traditionally for many years with many Italian clients.

The COVID-19 pandemic resulted in reduced global economic activity in the first quarter of 2020, as well as
restrictions on trade in goods and services and isolation and quarantine measures to prevent the spread of
infection, and many shipowners postponed their shiprepair projects and cancelled some deals that had already
been arranged with Viktor Lenac.

Although the most important resource in our activity is the labor force involving own and subcontracted workers,
certain traffic of goods and persons takes place through foreign countries. The workforce is predominantly
domicile but part of the subcontracted workers come from other counties or surrounding countries. Some of the
subcontracted workers are foreign workers residing in Croatia, and foreign contractors are often employed for
specialist services. In such a business model, there is a certain, not negligible number of contractors, who are
subject to weekly or less frequent migrations, depending on the needs and occupancy of the Shipyard.

At the beginning of the pandemic, activities onboard ships were very limited and difficult, and additional HSE
measures undertaken caused an increase in costs.

However, although the initial predictions were not optimistic, Viktor Lenac managed to seize the moment of a
favorable epidemiological situation, and with strict protection measures managed to contract new projects for
the end of the second and the third quarter. With the implementation of proactive protection measures, the
workforce has been preserved in sufficient number to cover all tasks.

Although sales revenues recorded a decrease compared to the revenues of previous years, Viktor Lenac managed
to achieve extremely good overall business results, primarily by increasing efficiency of its work activities. The
costs associated with pandemic-related safety measures, however, were not so high as to undermine the overall
results of 2020.

It is expected that the vaccination of the world's population will bring the pandemic to an end, and that the
lockdown of social and economic activities and restrictions on the movement of goods and people, as they were
in force during the first and second quarters of 2020, will no longer occur.

Some shipping companies have already suffered damage caused by the pandemic crisis, and it is certain that the
trend of reduced global consumption will continue as a result of the shrinking global economy and changes in
consumer habits, which will probably affect freight and financial strength of ship owners. This could consequently
put pressure on shiprepair prices and initiate intensified competition between shipyards in the coming short-
term period. However, some forecasts point to a faster recovery of shiprepair in relation to the shipbuilding
market and a return to maritime trade to pre-pandemic levels.
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In any case, uncertainty about the further course of the pandemic and the impossibility of a more detailed
assessment of its impact on the global economic situation in the future poses a moderate risk to the future
financial position of Viktor Lenac and its key suppliers and subcontractors, and the associated liquidity risk. On
the other hand, Viktor Lenac managed to achieve positive results in the periods of low occupancy rates, with
effective cost control and achievement of efficiency in its activities, so for the future there is a risk of lower
financial performance, but